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Foreword 

Revenue Canada, Taxation is responsible for administer- 
ing the Canada Pension Plan and related Regulations which 
concern coverage and contributions. 


This pamphlet is for the use of persons having self- 
employed earnings. Please keep it for future reference. It is 
not intended for those to whom the Quebec Pension Plan 
applies. 

Additional instructions concerning computation of self- 
employed earnings will be contained in the Guide which will 
accompany your 1985 Income Tax return. 


These instructions and examples take into account the 
1985 increase from $20,800 to $23,400 in the year’s 
maximum pensionable earnings. As the year’s basic exemp- 
tion is increased to $2,300, this has the effect of increasing 
the maximum contribution required from $676.80 to 
$759.60. 


As there are annual changes in the year’s maximum pen- 
sionable earnings, these figures are applicable to 1985 only. 


If you require further information concerning your self- 
employed status, please direct your inquiries to your District 
Taxation Office. 

Please address inquiries about other aspects of the pro- 
gram, including benefits, to your District Income Security 
Programs Office. 


Who is covered? 


The Canada Pension Plan began to operate on January 1, 
1966. Every self-employed person resident in Canada bet- 
ween the ages of 18 and 70 who is not in receipt of a 
retirement or disability pension under the Canada or Quebec 
Pension Plan and who has self-employed earnings, or a 
combination of self employed earnings and contributory sal- 
ary and wages, which amount to more than the basic exemp- 
tion for the year is covered by and is required to contribute to 
the Plan. 


Self-employed persons who reside in the Province of 
Quebec on the last day of the year contribute to the Quebec 
Pension Plan regardless of where their business is carried on. 


What are self-employed earnings? 


Self-employed earnings are the total of the profits from 
business carried on less any business losses. If you are in 
partnership, only your share of profits and losses for the year 
are taken into account. The term ‘‘year’’ means the calendar 
year and includes all fiscal periods ending in the calendar 
year. The business activity may be carried on anywhere in or 
outside Canada by a Canadian resident. 

Self-employed earnings do not include profits or losses 
from businesses in which more than 50% of the gross revenue 
is derived from the rental of land and buildings. This exclu- 
sion would not apply to a business such as a motel, hotel, 
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rooming house and boarding house where, for the rent 
received, services are provided in addition to accommoda- 
tion. 


Also excluded from self-employed earnings is income of 
an investment nature such as dividends, interest on bonds and 
other types of securities. The exception would be where 
investment earnings form part of the revenue of a business 
and are included as income in computing profits and losses. 


The income or loss for the year from each business is to be 
computed in the same manner as under the Income Tax Act 
and all such income and losses will be netted to arrive at 
self-employed earnings. If the losses for the year exceed the 
income for the year from the businesses, the net loss will not 
be applied against salaries and wages on which a contribution 
has been made. A farmer or fisherman will contribute on 
actual self-employed earnings and cannot average income for 
Canada Pension Plan purposes. Losses incurred in other 
years are not deductible in computing self-employed earn- 
ings for a year. 

Total personal exemptions, medical expenses and charita- 
ble donations allowed under the Income Tax Act cannot be 
used to reduce self-employed earnings. 


What contribution is required? 

The amount of your contribution as a self-employed per- 
son is 3.6% of earnings between the basic exemption of 
$2,300 and the maximum pensionable earnings of $23,400. 
Your maximum contribution therefore is $759.60 ($21,100 
x 3.6%) for 1985. 


Example 1 
Self-employed earnings for 1985 are $24,100 
and you were not an employee during the year: 


Self-employed earnings................. $24,100 

Deduct; Basie Exemption... 0.7.22 2,300 
Mets ani asa $21,800 

Maximum on which contribution is 

POUCH ee facet tery iaacche me a anenase $21,100 


Contribution required is: 
$21,100 x 3.6% = $759.60 


Example 2 
Self-employed earnings for 1985 are $9,700 
and you were not an employee during the year: 


Self-employed earnings ...............++. tee 
Deduct: Basic Exemption .............-: ; 
5 Ne ticateue j “Yh ci acelin $7,400 


Since the net is less than $21,100, the 


contribution required is: 
$7,400 x 3.6% = $266.40 


What happens if you also have wages? 

If you have already contributed to the Canada Pension Plan 
or the Quebec Pension Plan as an employee, then the salary 
or wages on which you made a contribution are taken into 
consideration in computing the amount of self-employed 
earnings on which a contribution is required. 

Example 3 shows how this will work for those who have 
self-employed earnings plus wages: 


Example 3 
Your self-employed earnings amount to $3,900 and 
employment earnings for six months amount to $4,000 
from which the basic exemption of $1,150 (2,300 x 
6/12) has been deducted. The self-employed contribu- 
tion for 1985 would be $99.00, calculated as follows: 


Self-éemployedteai nies: Scio. cmetem f naee $3,900 
Pimiploynvent-carnin ogc. ates ae sane aoe 4,000 
Total earnings for thesyeare: a.. { ae; $7,900 
Deduct: Basic Exemption for the year....... 2.300 


Earnings on which acontribution canbe made $5,600 
Less: Employment earnings on which a con- 
tribution has been made to either the Can- 
ada Pension Plan or the Quebec Pension 


Plan ($4,000 less $1,150) 2.850 
Balance of earnings requiring 

a contribution $2,750 
Contribution required is: $2,750 xX 3.6% = 
$99.00 


In this example it can be seen that although the self- 
employed earnings amount to $3,900 and the basic exemp- 
tion is $2,300, a contribution is required on $2,750 because 
an exemption of only $1,150 is deducted in calculating the 
amount of self-employed earnings on which a contribution 1s 
required. The remaining $1,150 balance of the $2,300 basic 
exemption was used in calculating the contribution required 
on employment earnings. 


The previous example of a self-employed contribution 
where employment earnings are also involved, was used for 
the purpose of illustrating the principles of the calculation. 
However, in actual practice the calculation on an income tax 
return will be a little different and easier to complete because 
the information concerning employment earnings will be 
taken from the T4 slips and it will not be necessary to 
compute the portion of the year’s basic exemption which was 
not allowed through employment. 


Where you have made the maximum contribution for a 
year as an employee, there is no contribution required on any 
self-employed earnings for that year. 


For benefit purposes, the total of your actual employment 


and self-employed earnings up to $23,400 will be credited to 
your account in the Record of Earnings for 1985. 


Period of contribution 

A contribution must be made for each year if your self- 
employed earnings, when added to your contributory salary 
and wages (if any) are $2,300 or more. However, no con- 
tribution is to be made on earnings of a person with respect to 
any period: 


before the individual reaches 18 years 
of age; 


(b) for which a disability pension is ay- 
able under this Plan or the Quebec bar 
sion Plan; 


(c) after the individual reaches 70 years of 
age, or dies, or after a retirement pen- 
sion becomes payable under this Plan 
or under the Quebec Pension Plan. 


You are considered to have reached age 18 or age 70 on the 
first of the month following the month in which your birthday 
occurred. For example, if you became age 18 on June 10, you 
are deemed to have reached 18 on July 1. 


Proration 

When any of the events mentioned under (a), (b) or (c) of 
the previous section entitled ‘*Period of contribution’’ occur 
in 1985 you must prorate the following: 


(a) the basic exemption of $2,300; 

(b) the maximum pensionable earnings of 
$23 ,400; 

(c) the amount of self-employed earnings 


for the year. 
NOTE: In the event a person dies, only the 
items mentioned under (a) and (b) 
above require proration. 


These prorations are necessary to determine if a contribu- 
tion is required and the amount on which the contribution is 
to be made. For information concerning the method of pro- 
rating inquire at your District Taxation Office. 


Immigrants and emigrants 

Unless any of the events mentioned under (a), (b) or (c) of 
the section entitled ‘‘Period of contribution’’ apply, there is 
no requirement to prorate amounts for persons who took up 
residence or ceased to be resident in Canada during the year. 


Social insurance number 

In order to identify contributions positively so that they 
will be credited to the proper person’s Record of Earnings, 
each self-employed person covered by the Plan must have a 
Social Insurance Number. If you do not have one, you should 
obtain a number immediately. The provisions as outlined in 
the Employment and Immigration Canada brochure. PN312 
‘‘How do you apply for a Social Insurance Number’’ will 
facilitate compliance with this requirement. These proce- 
dures should be initiated by the individual at the nearest 
Canada Employment Centre (Unemployment Insurance or 
Manpower Services). 


When a number has been assigned, a Social Insurance 
Number Card will be issued. When filing a Canada Pension 
Plan return or inquiring about contributions, it is essential 
that this number be given. 


If your earnings are such that you are eligible for coverage 
under the Plan, but do not obtain a Social Insurance Number, 
you will still be required to make contributions. 


Return to be filed for self-employed 
earnings 

As a self-employed contributor to the Plan you must file an 
annual return of self-employed earnings before April 30 of 
the following year. A statement showing how self-employed 
earnings were computed should be included. If, for any 
reason, you are unable to file the return, a guardian or other 
legal representative must do so on your behalf. In case of 
death, the return may be filed by a legal representative within 
six months from the date of death. 


The ‘‘T1 General Income Tax Return’’, is the required 
annual return. 


If you resided in the Province of Quebec on December 31, 
you will not contribute under the Canada Pension Plan on 
your self-employed earnings but will contribute to the 
Quebec Pension Plan in respect of such earnings, regardless 
of where the business was carried on. 


In computing self-employed contributions under the 
Canada Pension Plan, contributions made under the Quebec 
Pension Plan on salary and wages in that province are taken 
into account in the same manner as if they had been made 
under the Canada Pension Plan. 


How to make instalment payments 


If you are required to make an instalment payment of 
Income Tax, that amount and your Canada Pension Plan 
contribution should be combined in one remittance. Instal- 
ment payments may be made where you bank or to the 
Taxation Centre indicated on the front of forms T7D and 
T3101, 


If instalments are required on account of Income Tax and 
you are not a farmer or fisherman, estimate your Canada 
Pension Plan contributions payable by instalments on form 
T7B Individuals — ‘*Instalment Guide for Individuals’? — 
which may be obtained from District Taxation Offices. 
Based on this estimate, instalment payments are to be made 
by March 31, June 30, September 30 and December 31. Any 
balance based on final self-employed earnings for the year is 
due on April 30 of the following year. 


If instalments are required on account of Income Tax and 
you are a farmer or fisherman, estimate your Canada Pension 
Plan contributions payable by instalments on form T7B Far- 
mers and Fisherman — ‘‘Instalment Guide for Farmers and 
Fishermen’? — which may be obtained from District Taxa- 
tion Offices. Based on this estimate, an instalment payment 
equal to two-thirds of the contribution for the year is to be 
made by December 31. The balance of the contribution is due 
on April 30 of the following year. 


If instalments are not required on account of Income Tax 
you will not be required to pay instalments on account of 
Canada Pension Plan contributions. If instalments are not 
required and are not made, any amount payable is due by 
April 30 of the following year. 

If payment is to be made where you bank, detach parts 1 
and 2 of forms T7D or T3101 and present both parts to the 
teller with your payment. The teller will return part 2 to you 
as a receipt. 

If payment is made to your Taxation Centre, mail your 
cheque or money order, made payable to the Receiver Gen- 
eral, together with the ‘“Remittance Form’’ part | only to the 
Taxation Centre indicated on the front of forms T7D and 
fot; 

If you do not have a form T7D or T3101 please include 
with your payment, your name, address, date of birth and 
your Social Insurance Number and mail to the Taxation 
Centre, Ottawa, Ontario, KIA IB1. 


A combination receipt and remittance form will be mailed 
to you for your records and future use. 


Interest on unpaid contributions and 


instalments | 


Contributions unpaid after April 30 of any year will be 
subject to interest until paid. Interest will also be applied to 
late or deficient instalments. 


Refund of overpayment 
If you have overpaid your contributions, you may claim a 
refund by filing an Income Tax return. 


Appeals 

If, as a self-employed person, you are not satisfied with an 
assessment or reassessment of contribution, you have the 
right of appeal in the same manner as under the provisions of 
the Income Tax Act. However, if there is a question con- 
cerning your employment earnings or status, that is, whether 
you should be classified as an employee or self-employed, 
then a different appeal procedure must be followed. Full 
details are available from all District Taxation Offices. 


Books of account and records 


Every self-employed person required to contribute to the 
Canada Pension Plan is also required to keep books of 
account and records in such a manner that the correct com- 
putation of self-employed earnings can be made. Failure to 
keep such books, the making of false or deceptive returns or 
the commission of other offences under the Act is subject to 
penalties. 


Deductibility of contributions 


Canada Pension Plan and Quebec Pension Plan contribu- 
tions are an allowable deduction in computing income under 
the Income Tax Act. 


Benefits are taxable 


Benefits from the Canada Pension Plan and the Quebec 
Pension Plan constitute income for tax purposes. 
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